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ABSTRACT 



This paper examines strategies for state and local leaders 
to finance supports and services for young children and their families in the 
wake of welfare reform. It focuses on strategies for revenue reform and for 
creating public/private partnerships to provide decision makers with current 
and relevant information on a variety of effective tools that can be used to 
support early childhood. The sections of the paper are as follows: (1) an 
introduction focusing on how increasing pressures on state and local budgets 
and the special challenges faced in financing early childhood supports and 
services can result in financial innovations; (2) "Revenue Reform 
Strategies, " including expanding the state and local revenue base, aligning 
tax policies with changing economic and demographic conditions, diversifying 
and balancing tax systems to capture new revenue, targeting tax relief, and 
earmarking revenue; and (3) "Strategies to Create Public/Private 
Partnerships," such as employer initiatives to expand and improve services, 
leveraging private resources for community development, and creating 
comprehensive community support systems. (KB) 
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PREFACE 

Public financing for education and an array of other children's services has become a topic of 
significant interest and political concern. Growing skepticism among a critical mass of American 
voters and taxpayers has fueled doubts about the ability of government to solve social problems 
and provide basic supports and services that enhance the quality of life in their communities. 
Voters want more for their money. They want more and better services, but they also want 
balanced budgets and cuts in income and property taxes. In this time of big public deficits, they 
want government at all levels to operate more effectively and efficiently. They also want it to 
invest wisely and live within its means. On Capitol Hill in Washington, DC, and in statehouses 
nationwide, policymakers are scrambling to respond. 

Across the country, there is mounting evidence of efforts to reform and restructure 
education and other community supports and services in order to improve the lives and future 
prospects of children and their families. Critical to the success of these initiatives is the way in 
which they are financed. How revenues are generated and how funds are channeled to schools, 
human service agencies, and community development initiatives influence what programs and 
services are available. It determines how they are provided and who benefits from them. 
Financing also affects how state and local officials define investment and program priorities, and 
it creates incentives that guide how educators, other service providers, and community 
volunteers do their jobs. For these reasons, financing fundamentally affects how responsive 
programs and institutions are to the needs of the people and communities they are in business to 
serve. 

In recent years, several blue ribbon commissions and national task forces have presented 
ambitious prescriptions for reforming and restructuring the nation's education, health, and 
human service systems in order to improve outcomes for children. While some have argued that 
public financing and related structural and administrative issues are critical to efforts to foster 
children's healthy development and school success, none has been framed for the specific 
purpose of inventively reconceptualizing public financing. Indeed, many of the most thorough 
and thoughtful reports have called for an overlay of new funds, but have neglected to provide 
cogent analyses of effective financing strategies, the costs of converting to these approaches, and 
the potential beneficial outcomes that might accrue from addressing financing reform as an 
integral aspect of program reform. 

In addition, the past several years have witnessed a burgeoning of experimental efforts by 
mayors and city managers, governors and state agency directors, legislators and council 
members, program managers and school officials to make government work better and more 
efficiently. They have been enhanced by the work of people outside of government, including 
foundation executives, business and labor leaders, community organizers, and academic scholars. 
Some are creating new ways to raise revenues, manage schools, deliver human services, and spur 
community economic development. Others are designing new public governance and budgeting 
systems. Still others are developing and testing new approaches to more directly involve citizens 
in setting public priorities and maintaining accountability for public expenditures. Taken 
together, these efforts suggest the nascent strands of new and improved public financing 
strategies. 

Against this backdrop, a consortium of national foundations established The Finance Project 
to improve the effectiveness, efficiency, and equity of public financing for education and an array 
of other community supports and services for children and their families. The Finance Project is 
conducting an ambitious agenda of policy research and development activities, as well as 
policymaker forums and public education. The aim is to increase knowledge and strengthen the 
capability of governments at all levels to implement strategies for generating and investing public 
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resources that more closely match public priorities and more effectively support improved 
education and community systems. 

As a part of its work. The Finance Project produces a series of working papers on salient 
issues related to financing for education and other children's services. Some are developed by 
project staff; others are the products of efforts by outside researchers and analysts. They reflect 
the views and interpretations of the authors. By making them available to a wider audience, our 
intent is to stimulate new thinking and induce a variety of public jurisdictions, private 
organizations, and individuals to examine the ideas and findings they present and use them to 
advance their own efforts to improve public financing strategies. 

This paper. Financing Services for Young Children and Their Families: Meeting the Challenges of 
Welfare Reform, examines strategies for state and local leaders to finance supports and services for 
young children and their families in the wake of welfare reform. It responds to the critical need 
of policy makers to support our most vulnerable and youngest populations in a time of increasing 
demands for services, a shifting tax base, devolution of authority, and reductions in federal aid. 
The strategies for revenue reform and for creating public/private partnerships presented in this 
paper attempt to arm decision makers with current and relevant information on a variety of 
effective tools that can be used to support early childhood in the current environment. 



Cheryl D. Hayes 
Executive Director 
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INTRODUCTION 

Ensuring that children enter school ready to learn is a well-established national goal. Yet 
policy makers, professionals, and parents express growing concern about the well-being of 
very young children and their families. Dramatic changes over the past three decades in U.S. 
families and the economy have increased the demand for public investments in early 
childhood supports and services, especially child care and pre-school education. Yet policies 
and programs to ensure that young children's basic health care needs are met, to provide care 
for those whose parents are in the paid labor force, and to enhance youngsters' social and 
intellectual readiness for school have lacked a shared vision and sustained public and private 
sector commitment. As a consequence, services have been fragmented, inequitable, and too 
often of poor quality. 

In the absence of a clear and cohesive public policy for young children and families, a 
large number of separate and uncoordinated federal programs have been established to meet 
narrowly-defined maternal and child health, family support, child care, and early education 
needs. States, local governments, and private community groups have in turn created their 
own initiatives. Their commitments have varied from intense and durable to sporadic and 
short-lived. 1 Perhaps as a consequence, an army of private providers has also emerged. The 
result has been a plethora of narrowly-defined and unconnected programs with few controls, 
few mechanisms for organization, and little coordination. 2 Those who provide supports and 
services for young children and their families are more likely to compete than to collaborate 
for limited public and private sector support. 

How early childhood funds are channeled to communities significantly affects what 
supports and services are available, how they are provided, how well they are linked with 
other resources in the community, and who benefits from them. 3 The bulk of public funding 
for early care and education, as well as for other health and social services for young children 
and their families, is categorical. Narrowly defined funding streams support highly 
specialized activities and specifically defined populations. Likewise, philanthropic and other 
private initiatives to improve the quality and accessibility of early childhood supports and 
services are often narrowly targeted, short term, and uncoordinated. As pressure mounts for 
states and communities to improve their investments in young children and their families 
and to meet the growing demand for services at a reasonable cost to taxpayers, employers, 
and parents, there is also a growing sense of urgency about finding better ways to finance 
these essential community services. 



Pressures on State and Local Budgets are Expected to Increase 

Although many states and communities are in the best financial shape they have been in for 
years, changing economic, demographic, and political conditions will create significant fiscal 
and budgetary pressures during the remainder of the decade and beyond. 4 Economic growth 



1 Sharon L. Kagan, Stacie G. Goffin, Sarit A. Golub, and Eliza Pritchard, Toward Systemic 
Reform: Service Integration for Young Children and Their Families. Falls Church, VA: National 
Center for Service Integration, 1995. 

2 Ibid. 

3 Cheryl D. Hayes, Elise Lipoff, and Anna E. Danegger, Compendium of Comprehensive , 
Community-based Initiatives: A Look at Costs , Benefits , and Financing Strategies. Washington, 
DC: The Finance Project, August 1995. 

4 Martin E. Orland and Carol E. Cohen, State Investments in Education and Other 

Children's Services: The Fiscal Challenges Ahead. Washington, DC: The Finance Project, 
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is slowing, and a shifting tax base is capturing less of the growth in revenues. Rising school 
enrollments, a large number of low-income children and families with special needs, and a 
rapidly increasing elderly population are placing heavier demands on public systems and 
resources. Rapid growth in some areas of public spending — for example, Medicaid and 
corrections — is making it more difficult to adequately fund other areas, including early care 
and education and other community-based health and social services for young children and 
families. With the establishment of welfare block grants, federal aid to states and 
communities is expected to decline as a share of public spending in the years ahead. 

In addition to state and local -fiscal and budgetary pressures, recent changes in 
federal welfare policy will intensify the challenges to implement, finance, and sustain 
community supports and services for young children and their families. In August 1996, 
Congress passed and the President signed legislation to overhaul the nation's welfare system 
and create stronger incentives for work, personal responsibility, and economic self- 
sufficiency. 

Under the provisions of the new law, states will have greater autonomy to design 
and operate programs to meet the needs of their low-income families with children. In the 
short run, many jurisdictions will enjoy a funding surplus because of recent decreases in the 
welfare population on which initial funding formulas were based. Over time, however, most 
states will have less federal aid to pay for supports and services to economically 
disadvantaged families with children. At the same time, they will be required to increase the 
employment and training obligations of welfare recipients, including those of mothers with 
very young children. As a consequence, child care funding has emerged as a critical issue 
that will have significant implications for state and local budgets. President Clinton and 
congressional leaders agreed to increase federal child care funding to enable welfare parents 
to participate in education, training, and employment. Nevertheless, it is unlikely that this 
relatively modest boost in federal spending will fully meet the increased demand for child 
care services nationwide. It is also unlikely that Congress or the states will legislate 
requirements that the care that is provided be of high quality, or that it be effectively linked 
to other health and social supports received by young children and their families. 

Clearly, states, localities, and private community groups will face a number of issues in 
their efforts to meet the requirements of the new welfare reform law and to adequately fund 
early care and education, as well as an array of other supports and services, especially for 
low-income families. Among these are: 

• How much money will states make available to fund income assistance, maternal 
and child health care, child care, and other services for young children and 
families? Will they increase their levels of spending over what they have been in 
recent years, maintain current levels, or remove funds not required to meet 
maintenance of effort requirements to support other areas of state spending? 

• How will available funds be allocated? Will they go toward expanding health 
care, child care, family support, job training, and other preventive supports and 
services, or toward cash assistance payments? Will these limited dollars be 
targeted to families moving from welfare to work or will they support low- 
income working families on a longer-term basis? Will funds that are currently 
directed toward working poor families be reallocated to families in transition 
from welfare to work? 



November 1995; Sally Wallace, The Effects of Economic and Demographic Changes on State and 
Local Budgets. Washington, DC: The Finance Project, December 1995. 
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• Will welfare reform spur efforts underway in a number of states and 
communities to reform and restructure their highly categorical and deeply 
entrenched service delivery systems? Will states continue to do business as 
usual, or will they see welfare reform as an opportunity to take steps toward 
creating comprehensive community support systems that effectively link schools, 
health care, and other social services, as well as the informal helping networks 
that are present in most neighborhoods? 

Beyond these demographic, economic, and political factors that will create new 
budgetary pressures is the fact that most states now operate under balanced budget 
requirements. They may not run a deficit or borrow money to support public spending. This 
creates an added constraint that is even more severe when states and communities experience 
economic down turns or periods of high inflation and slow economic growth. As a 
consequence, many state and local elected officials will face a difficult political choice over 
the coming several years. As they strive to meet the growing demand for high-quality 
supports and services for young children and their families, especially for affordable early 
care and education, they will be forced to confront the issue of whether and how to fill the 
expected revenue gap. For many this will mean weighing strategies to increase revenue by 
increasing property, personal income, business, and sales taxes at a time when there is 
growing hostility to tax increases of any sort. It will create stronger incentives for involving 
private sector investors in financing. It will also add momentum to the movement to rethink 
traditional categorical service delivery systems and create more comprehensive, community- 
based systems of support for children and families. Such reforms hold the promise of 
achieving greater efficiency in the delivery of services and of addressing more effectively the 
multiple and inter-related needs of children and families. 5 Accordingly, there is a strong 
rationale to consider financing for early care and education in the context of financing for a 
broad array of related supports and services for young children and their families, rather 
than as a separate domain of service delivery and a competing budgetary priority. 



Special Challenges Face States and Communities in Financing Early Childhood Supports 
and Services 

In this rapidly changing policy environment, public and private sector leaders are struggling 
to redefine the roles and responsibilities of government at all levels, and in many cases, to do 
a better job with less public funding. Improving strategies for financing early childhood 
supports and services has, therefore, become an important priority in a number of states and 
communities. 6 And it requires support and participation from employers, service providers, 
educators, and parents, as well as government. 

States and communities striving to align their financing strategies with their policy and 
program reform goals face a number of special challenges: 



Ensuring adequate funding for early care and education . 

Early care and education is needed by families across the income spectrum and throughout 
every community. Meeting the demand for these services has become a significant economic 
and labor force issue, as well as a child development issue. The lack of adequate funding 



5 Sid Gardner, Reform Options for the Intergovernmental Funding Stream: Decategorization 

Policy Issues. Washington, DC: The Finance Project, December 1994. (This paper was 

originally prepared for the Aspen Institute Roundtable on Comprehensive Community 
Initiatives for Children and Families.) 

6 See, for example. Report of the Colorado Business Commission on Child Care Financing. 
Report to Governor Roy Romer, State of Colorado, December 1995. 
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from public and private sources to make quality care available and affordable to all families 
who need and want it is already a critical problem for employers, for families, and for 
children. Welfare reform is expected to exacerbate this issue by requiring states to put 
increasing numbers of low-income mothers with young children to work in the next two 
years. Finding ways to generate new sources of revenue to support early care and education 
in an era of fiscal constraints is a major challenge. 



Creating greater funding flexibility to enable communities to create comprehensive support 
systems . 

In order to more closely match public and private sector funding to community priorities for 
young children and their families, many states are searching for ways to create greater 
funding flexibility and enable communities to build comprehensive support systems tailored 
to their own needs. In the process, they are creating new governance and financing 
arrangements that give community groups a stronger voice in design and allocation 
decisions. Finding the appropriate balance between flexibility and accountability for meeting 
the needs of special target populations and achieving high quality standards for service 
delivery is a significant challenge to these reforms. 



Designing financing strategies to achieve desired results for children, families, and 
communities . 

States and communities are under growing pressure to improve their education, health care, 
and human service systems, and to do so at reasonable costs to taxpayers. As policy makers, 
program managers, and service providers take steps to respond to these pressures, it is 
increasingly important for them to more closely align revenue generation with current 
priorities, focus allocation decisions on desired results, and achieve a better return on public 
and private sector investments in children, families, and communities. The economic 
rationale for investing in quality early childhood supports and services has become a familiar 
mantra among advocates for young children and their families. Yet, the goal of linking early 
childhood planning, budgeting, program management, and accountability to desired results 
is talked about far more than it is realized in practice. 

Building state and community capacity to implement improved financing strategies . 

With block grants, the federal government is taking rapid and dramatic steps to shift greater 
responsibility for the design, operation, and funding of supports and services for children 
and families to the states. States, in turn, are shifting more responsibility to counties and 
cities. As this realignment takes place, states and communities will need to build new fiscal, 
administrative, and management capacity, where, in some cases, little if any capacity exists 
today. It will require increasing their knowledge and technical capability to weigh options 
for generating new revenue, reforming planning, budgeting, and accountability systems, and 
creating more comprehensive community support systems for young children and their 
families. It will require investments in building new management and administrative 
capabilities to implement reforms, including new information systems, professional 
development, staff retraining, and streamlining agency processes and procedures. Since most 
early childhood professionals have not been trained in financial management and lack the 
knowledge and experience to think broadly or creatively about strategies to improve 
financing for the supports and services they provide, this will present a significant challenge. 
Moreover, it will require building new partnerships between state and local governments, 
businesses, and the philanthropic community to marshal the necessary resources to serve 
young children and their families more equitably and effectively. 



ERIC 



THE FINANCE PROJECT 



11 



Building public and political support for financing reforms . 

Improving supports and services for young children and their families — including health 
care, family support, and early care and education — challenges policy makers, program 
managers, and early childhood professionals to rethink their usual ways of doing business. It 
also challenges voters and taxpayers, as well as other groups, to get behind new plans for 
meeting public needs and pay for them. Strong leadership is needed at the state and 
community level to foster change and to build the necessary base of political support to make 
it happen. Among the critical steps in that process are: (1) clearly defining the need and 
purpose 'of finance reform strategies, (2) promoting public understanding of the issues and 
engaging the public in discussions about potential solutions, (3) gamering political support, 
(4) developing winning political strategies, and (5) building public and political endorsement. 
Effectively taking these steps will require mobilizing key individuals and groups within and 
outside of government, in business and the professional community, and in relevant civic, 
religious, and other community organizations. It will also require working effectively with 
the media. 



Fiscal and Budgetary Pressures Fuel Innovation 

Among many state and local leaders there is a growing sense of urgency about finding new 
and better ways to finance supports and services for young children and their families. Of 
special concern is the issue of whether and how to generate sufficient state and local revenue 
to fill the gap that will inevitably emerge as the result of an increasing demand for services, a 
shifting tax base, and reductions in federal aid. Recent work by The Finance Project 7 and by 
Stoney and Mitchell 8 suggests that some states and communities are taking steps to increase 
and more effectively allocate public and private sector resources for young children and 
families. These include: 

• Revenue reform strategies — including efforts to broaden existing tax bases, align 
tax policies with changing economic and demographic conditions, diversify and 
balance tax systems to capture new revenue, preserve the yield from existing 
taxes by better targeting tax relief, and earmark tax dollars for early care and 
education. 

• Strategies to create public /private partnerships — including efforts to use public 
funds to leverage private investments in community development and early care 
and education facilities and services and to create and sustain comprehensive 
community support systems. 

REVENUE REFORM STRATEGIES 

As public and private sector leaders look for new ways to preserve and enhance public 
funding for early childhood supports and services, they are considering a variety of strategies 
to reform current state and local revenue strategies. These include a broad array of efforts to 
broaden existing tax bases, align tax policies with changing economic and demographic 
conditions, diversify and balance tax systems to capture new revenue, and preserve the yield 
from existing taxes by better targeting tax benefits and tax relief. 

What is important to remember in reviewing these alternative strategies is that state and 
local governments are all different. They have unique histories, traditions, cultures, and 



7 The Finance Project, Money Matters: A Guide to Financing Quality Education and Other 
Children's Services. Washington, DC: The Finance Project, January 1997. 

8 With support from the Pew Charitable Trusts and the Ewing Marion Kauffman 
Foundation, Louise Stoney and Anne Mitchell are developing a catalogue of state and local 
child care financing strategies. 
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